The global financial crisis represents one of the main reasons for the situation suffered by many European countries both at national and local level. Furthermore, the increased attention given to financial budgeting in the last years highlights the importance for public administrations to learn more about how to measure financial sustainability, how to implement strategies to avoid distress, and how to represent the expected results of these strategies.
Introduction
In the last decade several European countries, including Italy, have suffered from a financial vulnerability due to an unsustainable public debt accumulated over the years and to an uncontrolled increase of annual deficits. The financial crisis originated in countries such as Portugal, Ireland, and Greece and then extended to Spain and Italy in 2011. The turbulence in the financial markets and the contraction of loans granted by banks to companies contributed to slowing down the economic growth, and in some cases it caused an actual recession. Austerity policies implemented to contain expenditure were first adopted by the Governments of countries in economic distress and in a second time they were adopted by all the Member States of the European Union.
In Italy, the dynamics of indebtedness have become increasingly worrying within the public sector. In economic terms, the burdens of rescue operations of banks in crisis remained in charge of the State budget. Local authorities, although characterized by greater financial autonomy than in the past, had to adapt to stringent finance constraints. The Italian process of public accounts harmonization (implemented in 2015) and the greater empowerment of public decision-makers which followed the new structure of the spending programs emerged from the public accounting reform started in the year 2016 and the political discontinuities (coalition changes) in the municipalities have played a significant role in underlying the increasing imbalances in local accounts. Among other factors, the diminution of financial transfers from other levels of governments (from the Central Government in the first place) is responsible for the financial crisis in Italian Local Governments (ILGs), due to the gradual implementation of reforms which introduced a decentralized model and raising ILGs' economic autonomy.
The financial crisis of ILGs, between instability and rebalancing, has involved a total of more than 800 entities (just under 10% of the total) with a significant characterization concerning geographical distribution (IFEL, 2018) .
The present work aims to analyze the income statements and the final balance sheets of the local government represented by the municipality of Rome (Roma Capitale), which is particularly interesting in terms of population density, geographical extension and amount of accumulated debt. Although Roma Capitale is not in a state of criticality (as it is not subjected to a rebalancing or collapsing procedure by Law), it has embarked on a process of rationalizing expenses which aims at gradually extinguishing the huge previous debts and at recovering economic efficiency.
The analysis was carried out both on the income statements and on the financial balance sheets (forecast budgets and final balance sheet accounts) published for the five-year period 2013-2017 which, as mentioned above, turned out to be full of changes both regulatory and political, and during a period in which various recovery plans were launched, both in terms of repayment of the debt and of cutting expenses.
At the local level, the harmonization of the accounting systems for ILGs was regulated by the legislative decree 118/2011 (fully operational after a period of testing in 2015) while new accounting standards were introduced by legislative decree n.126 of 10 August 2014, corrective and supplementary of 118/2011 (regulating planning, financial accounting, accrual accounting and the consolidated financial statements).
Analyzing such processes from a local government perspective allows to appraise the information of the shifting from the cash basis to the accrual accounting approach and thus represents a radical change in the literature on the subject. Up to now, the focus of investigation for financial crisis in Italian public organizations has been traditionally based on the official documents drafted with a cash-basis method.
The Good Financial Condition of a Local Government: A Framework
In general terms, financial conditions of a public-sector organization depend on internal factors that are represented by the availability of the resources required to maintain or improve the services provided to the citizens (Kloha, 2005; Audit Commission, 2007; Coe, 2008) . Furthermore, external or environmental factors such as society's needs and preferences, socioeconomic characteristics of the population, the cost of the productive factors, the resources available to society, and the public policies affecting the local authority need to be taken into account. (Petersen, 1977; Berne & Schramm, 1986; Berne, 1992; Boyne, 1996) .
A public organization is considered in good financial condition when it meets its debts and in turn it provides acceptable levels of services. The financial health of a public sector organization could be articulated by observing a set of notorious indicators (Greenberg & Hiller, 1995; CICA, 1997; Nollenberger, Groves & Valente, 2003) about different aspects of solvency (budget solvency, short term/ long term solvency, service-level solvency). This concept is also necessary in order to verify the existence of the conditions for economic equilibrium for companies (Giannessi, 1960; Amaduzzi, 1978; Cavalieri, 2008) , taking into account the political-institutional dimension that is combined with the standards of equity, legality and consensus representation (Borgonovi, 2004; Mussari, 2012) .
A local government is considered in "good" financial condition when it can provide public services without damaging its ability to meet future obligations (GASB, 1987) . It is worth underlining that if a local government is in poor financial health, the inability to meet its commitments determines the deterioration of the quality or the quantity of services offered to the community (Raphael, Renwick, Brown & Rootman, 2010) .
Financial problems are generally manifested as the inability to fulfill one's obligations and are usually accompanied by the related lack of available liquidity. The causes of "endogenous" nature can be traced back to various factors (Rasi, 2018) : accounting disorder, accounting irregularities, scarce own revenue and / or inadequate collection capacity, stable recourse to cash advance, high expenses, rigid balance sheet, overestimation of the income, underestimation of costs, poor reliability of the residues. On the other hand, the causes of an "exogenous" nature, mainly depend on the continuous disturbances caused by the trend of the global economy.
In Italian business studies the topic of "financial sustainability" is analyzed through companies' ability to generate sufficient cash flows to guarantee loans repayment (Mulazzani, 2005) and "offer, in the case of private capital interventions, a mark-up as risk compensation". Notwithstanding this, the conditions of financial sustainability in a local government are not simple to represent, since they cannot be easily measured with a single measure expressing the optimal relationship between income and expenses, but rather they are determined by multiple factors and related indicators (Bisogno, Citro, & Tommasetti, 2014; Manes Rossi, 2011; Anessi-Pessina, Sicilia & Steccolini, 2012) .
Research Method
This study has recourse to the theory to understand and explain the specificities of the rebalancing policies aiming to restore financial sustainability of the municipality of Rome.
Within our research framework, the ad-hoc legislation for saving the municipality of Rome from the crisis has been used to highlight similarities and differences between the case of the Italian Capital and other Italian cities in financial upset. In order to enrich the case study with financial information, we resorted and processed the financial data from official documents (The Special Commissioner's financial reports, Income Statements, and Final balance sheets). Furthermore, we studied the accrual accounts that were published even if not compulsory for the years 2013-2015 and the documents under the new legislation of the years 2016-2017. We also conducted informal interviews with the aim of clarifying some technical aspects not otherwise explained in official documents with public accounting experts such as the councilor responsible for accounts of the Municipality of Rome.
In this case study, we followed these steps: a) Preparation. After reviewing the existing theories relevant to the case, a checklist of items to search for in the study has been developed (printing Italian Laws on ILGs and Law-Decrees for Rome and downloading other documents from official web sites); b) Collecting and assessing the evidence. The preparatory review of theory has provided an initial indication of the types of evidence which should be looked after in the case study (collecting available financial reports of the municipality of Rome across years 2010-2017); c) Identifying and explaining outlines. Various themes and patterns have emerged. Models (diagrams and tables) linking the multiple items and issues (e.g., the composition of passive mass of debt, the debt trend of Commissioner management for the years 2010-2016) have been prepared. The analysis has been developed taking into account the two areas of control in the Municipality of Rome after the Law Decree n. 112/2008: the extraordinary management of the Special Commissioner (for past debts emerged not later than April 28th, 2008) and the ordinary management (for the spending review control and the number of obligations developed for the years 2013-2017); d) Report and conclusions. The analysis is presented in paragraph 4 to make the case and its explanations intelligible and plausible to readers, with the findings in section 5, which also suggests possible directions for future research.
The overview of the Italian public financial management system depends both on TUEL as well as Legislative Decree 118/2011, introducing the so-called accounting harmonization reform.
Case Study: The Municipality of Rome
Roma Capitale is a territorial entity whose boundaries are those of the pre-existing municipality of Rome and is divided into 15 Municipalities; it has special statutory, administrative and financial autonomy. With its 2,8 million residents, Rome is the most populated municipality in Italy and the fourth in the European Union. It is located in the center of the Metropolitan City of Rome, which has 4,3 million residents.
The analysis of the deficit parameters attached to the Rome capital statements in the last 10 years shows that it is not a structurally loss-making entity even if it does not respect some of them.
The Italian Consolidated Text on the Law for Local Authorities (the so-called "TUEL" or Legislative Decree No. 267/2000) establishes the limits to indebtedness (ex-art. 204) and the indicators of imbalance (ex-art. 242, paragraph 2). The compliance of Rome with the parameters set by the Law has not proved sufficient to prevent the emergence of crisis situations (instability or pre-disruption). This aspect has been shown by some studies on the financial management of local authorities (De Toni 2017), based on elaboration of data contained in the reports of the Ministry of the Interior, of the Institute for Finance and Local Economy (IFEL, 2018) and of the Court of Accounts.
After a review process initiated by the "Observatory on Finance and Accounting of Local Authorities" on February 20th 2018, new indicators were launched for the three-year period 2019/2021. These indicators aimed at simplifying the obligations imposed on local authorities with reference to the monitoring activities of the economic-financial balances in order to control the revenue collection capacity, the indebtedness (with different levels of criticality: financial, emerged, in emergence, improper), the deficit and the rigidity of the expenditure. With respect to the issue of sustainability, two particularly significant threshold values appear among the eight parameters indicating an imbalance. The first one relates to the sustainability of financial debt, and the second one relates to the sustainability of the deficit. For the previous years, the inadequacy of legal parameters to represent the critical conditions made us deepen the economic meaning of the official accounts for ILGs.
We articulated the case study in two patterns: the extraordinary management for the debt repayment plans and the ordinary management for the spending review plan.
Extraordinary Management: The Debt Repayment Plans
The first plan to return from the previous indebtedness of the municipality of Rome was presented in 2008 and identified a deficit of just over 9,7 billion euro deriving from a difference between an active mass of 3 billion euros and a passive mass of more of 12,7 billion euros.
The extraordinary management assumed all the revenue and all the obligations accrued until April 28, 2008, even if the same were ascertained, and the related credits were settled with sentences published after the same date. At that time, the passive mass of debt ( Figure 1 ) was composed of:
-28 percent of non-financial liabilities (payments to various creditors) for a figure of 3,6 billion euros; -16.3 percent of payables to the public administration (P.A.), for about 2 billion euros; -55.7 percent from financial debts, for a stock of 7 billion and 128 million euros.
Figure 1. The composition of passive mass of debt
In 2010 a new repayment plan was prepared following the provisions of the decree-law n. 2 of 2010 which established that the Government Commissioner had to proceed to a definitive recognition of the active mass and passive mass, followed by the document of the final assessment of the debt in 2010. This document set a deficit of 16.7 billion, resulting from the difference between an active mass of 5 billion and 700 million, of which 81 million awaiting final settlement and a passive amount of 22.5 billion euro, of which 5.5 billion pending ultimate solution.
This increase in the deficit between the two plans, the one from 2008 and the other one from 2010, was represented by a different recording of interest expenditure which was not represented in the first plan, for a value of 6.7 billion euro, due to the effect of the emergence of new off-balance-sheet debts of 413 million euros and additional commitments of 286 million euros arising from litigation.
The fundamental problem is stated in the final assessment document of 2010. We find, for both the active mass and the passive mass, some components that are defined as "awaiting definitive verification". At the same time though neither the repayment plans were drawn up until now, nor the definitive debt verification document appears to contain an analytical analysis and an exhaustive representation of the financial situation to be restored prior to 2008.
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As shown in table 2, the main items under the plan of spending review decreased progressively over the first three years (staff costs, the purchase of raw materials and consumer goods, the use of third-party assets, the transfers relating to all grants to third parties). In reading the data of assignments, it is worth considering the amount of 200,000,000 euros compared to the transfer to the Government for the financing of the commission re-entry plan, which is also present in all three years. Also, the item taxes and duties show a decrease, which is mainly due to the reduction of the regional tax on productive activities. The amortization does not show significant changes over the three years; the most significant component is represented by the depreciation of buildings, which are part of the unavailable assets to which the devaluation of government assets follows in order of numerical impact.
At the operational level, only the cost of services has increased in the three years.
The financial charges show a non-linear trend in the three years under review. Since the costs are substantially higher than the income, the financial management result is always negative in the period considered and shows a worsening of the balance conditions.
The extraordinary costs in the three years are fluctuating with a decrease of approximately 10,000,000 euros, which is marginal to the total initial amount.
In conclusion, we noted a general increase in the amount of the negative management components for the years 2013/2015, even though we expected a decrease in their amount. In this second period of analysis we observed a significant increase in some items of expenditures: purchase of raw materials and consumer goods, staff costs, transfers and contributions to other public or private administrations (the most significant item of the transfers is that relating to the transfer to the State for 200,000,000 for financing the commission re-entry plan), provisions for risks, changes in inventories of raw materials, financial charges ( this is due to the early repayment of some loans).
More in detail, amortization, depreciation, and write-downs increased in 2017; as we mentioned above, the main reason for such situation should be ascribed to the inclusion in this item of the write-down of receivables for about 849,000,000 euros, previously present in the item "other provisions", which is therefore zeroed. Some other costs decreased: cost of services, the use of third-party assets (attributable to the decrease in the item lease of real estate) other provisions, other operating expenses. ows an increa n detail, the co ytical amount good financial strategies unde s. We have pre financial and focused on th ment to restore iew could be c d. ts, only for so uite difficult in receivables, w t both in extr l amount of de final balance s s (envisaged b 1 and subsequ inancial repor give rise to in are considere d becomes pay of the P.A., to t planning, to l competence amount of deb ed in 2016. Vol. 15, No. 3; 2020 Considering the significant amount of the positive economic result of 2015, we need to highlight that this has been undoubtedly influenced by the transition to the new harmonized accounting system, which led to a considerable reduction in the residual liabilities. In summary, we cannot affirm that the spending review project was useful if we do not have information concerning the quality of services of the municipality; it seems that the spending review process only concerned those components subject to observation by the Government and allowed the use of other items to increase. The spending review program can be considered ineffective only if we are sure that the quality of public service has not improved during the period observed. This aspect could be further analyzed in a future step of this research.
It is probably too early to evaluate the overall effects of the strategies of financial sustainability for the shifting from cash basis to accrual accounting approach in ILGs accounting system.
The present research suggests that the use of income statements and balance sheets for the analysis of financial sustainability in public administration is a powerful tool, and that is precisely why it must be implemented very carefully.
Finally, we argue that this study can contribute to the debate on both the theoretical and practical underpinnings to represent the financial sustainability in local governments and analyze the effectiveness of the plans for the repayment of the debt and the spending review program through the renewed financial accounting approach.
